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SUMVARY
This bill would conformthe Personal |nconme Tax Law (PITL) and the Bank and

Corporation Tax Law (B&CTL) to the federal repeal of the tax preference treatnent
of contributions of appreciated property in conputing alternative m ninmmtax
(AMT) .

EFFECTI VE DATE

This bill would apply with respect to the charitable contributions of appreciated
property made in taxable and income years beginning on or after January 1, 1998.

PROGRAM BACKGROUND

Under prior federal law for purposes of conputing AMI, the ambunt of any
deduction (generally the fair market value) for charitable contributions of
appreci ated property (real, personal, or intangible) that exceeds the taxpayer’s
adj usted basis in the property was treated as a tax preference item Congress
suspended this AMI treatnent of appreciated property for the 1991 and 1992
taxabl e years and, with the Revenue Reconciliation Act of 1993, repeal ed that
treat nent.

SPECI FI C FI NDI NGS

Exi sting state and federal |aws all ow deductions fromincone for charitable
contributions. Individuals generally can deduct up to 30% of their adjusted
gross incone for contributions of appreciated property. Corporations can deduct
up to 10% of their taxable incone.

Under federal and state laws, in conputing taxable income, a taxpayer who

item zes deductions generally is allowed to deduct the fair nmarket val ue of
property contributed to a charitable organization, including certain appreciated
property donated to a charitable organization. However, in the case of a
charitable contribution of inventory or other ordinary inconme property, short-
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termcapital gain property, or certain gifts to private foundations, the anpunt
of the deductionis limted to the taxpayer’s basis in the property. 1In the case
of a charitable contribution of tangible personal property, a taxpayer’s
deduction is limted to the adjusted basis in the property if the use by the

reci pient charitable organization is unrelated to the organization’s tax-exenpt
pur pose.

Under federal law contributions of appreciated property are not treated as tax
preference itens for purposes of conputing AM.

Under state |aw for purposes of computing AMI, the anmount of any deduction
(generally the fair market value) for charitable contributions of appreciated
property (real, personal, or intangible) that exceeds the taxpayer’s adjusted
basis in the property is treated as a tax preference item |In nost cases, under
the B&CTL, the corporation AMI cal cul ation is not inpacted because the allowable
charitabl e contribution deduction for regular tax is limted to the adjusted
basis of the contributed property.

AB 2258 woul d conform both the PITL and the B&CTL to the federal repeal of the
tax preference treatnent of contributions of appreciated property in conputing
AM.

| npl ement ati on Consi derati ons

I npl ementing this bill would occur during the departnent’s nornmal annual
syst em updat e.

Techni cal Consi derati ons

This bill would renpve the nodifications to the Internal Revenue Code (1 RC)
which currently preserve the state/federal differences regarding the AMI
treatnment of appreciated property contributions, and woul di ncl ude | anguage
to specifically conform California |aw to the 1993 changes in federal |aw
made to | RC Sections 53, 56, and 57 However, since Senate Bill 455 (Stats.
1997, Ch. 611) provided general conformty to federal law as it existed
January 1, 1997, it is only necessary in this bill to renove the

nmodi fication to the I RC provisions, thereby fully conformng California | aw
to the IRC as it existed January 1, 1997. To include the specific
conformty | anguage woul d be unnecessarily redundant and potentially
confusing for taxpayers. The attached anendnents woul d renove the
unnecessary | anguage.

FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inmpact the departnment’s costs.
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Tax Revenue Esti mate

Revenue | osses fromthis bill are estimated to be:
Ef fecti ve January 1, 1998
Enacted After June 30, 1998
(M11ions)
1998-9 1999-0 2000-1
Personal | ncone Tax ($3) ($3) ($3)
Bank & Corporation Tax| M nor * M nor * M nor *
Total | npact ($3) ($3) ($3)
* Mnor loss = | ess than $500, 000 annual | y.

Thi s anal ysis does not consider the possible changes in enploynent, persona
i ncome, or gross state product that could result fromthis measure.

Tax Revenue Di scussi on

Revenue | osses fromthis provision wiuld depend on the amount of reduced
alternative mni mumtaxable income due to contributions of appreciated
property and the inpact this has on lower TMI (tentative mninmumtax)
relative to the regul ar tax.

Esti mat es have been devel oped previously for this provision based on the

| atest federal projections and adjusted to reflect annual growth. Estinmates
reflect a January 1, 1998, effective date with enactnment assumed after

June 30, 1998.

BOARD POSI TI ON
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FRANCHI SE TAX BOARD S
PROPOSED AMENDIVENTS TO AB 2258
As | ntroduced February 19, 1998

AVENDMENT 1
On page 6, line 6, strikeout "The anendments made by" and strikeout lines 7
t hrough 12, incl usive.
AVENDMENT 2
On page 7, line 1, strikeout "The anendnments made by" and strikeout lines 2

t hrough 7, inclusive.



